
ORNEENAL lIIIIIIII IIIIII II
i

I
I

0000077536
BEFORE Tl:IEA.R1ZONA CQRPQRA»IIOly Lulvuvuooluu

RECEIVEDCO MMIS S IO NERS
MIKE GLEASON ..... Chairman
WILLIAM A. MUNDELL
J EFF HATCH-MILLER
KRIS TIN K. MAYES
GARY P IERCE

2881 GCT -5 p |: st

2

3

4

5
A? 1355489 c48mms8€:»8i

BUCKET C0?~lTROL

ELECTRIC P OWER COMP ANY TO AMEND
DECIS ION no. 62103.

6

7 IN THE MATTER OF THE FILING BY TUCSON ) DOCKET no. E-01933A-05-0650
8 )

)
)
)
) DOCKET no. E-01933A-07-0402
)
)
)
)

Arizona Commutation Covwssicn

D o C KET E; U
OCT 05 2387

IN THE MATTER OF THE APPLICATION OF
TUCSON ELECTRIC POWER COMPANY FOR
THE ESTABLISHMENT OF JUST AND
REASONABLE RATES AND CHARGES
DESIGNED TO REALIZE A REASONABLE
RATE OF RETURN ON THE FAIR VALUE OF
ITS OPERATIONS THROUGHOUT THE STATE
OF ARIZONA.

)
)
)
)

DOCKE.I U) UY

NOTICE OF FILING SUPPLEMENTAL EXHIBIT
TO THE DIRECT TESTIMONY OF MICHAEL J . DECONCINI

RES P ECTFULLY S UBMITTED this Q s / day of October 2007.

ROS HKA DEWULF & P ATTEN, P LC

\
1

9

10

11

12

13

14

15

16

17

18 Tucs on Ele ctric  P owe r Compa ny, through unde rs igne d couns e l, he re by s ubmits  the  a tta che d

19 E xh ib it  MJ D-4  a s  a  s u p p le m e n ta l e xh ib it  to  th e  Dire c t  Te s t im o n y o f Mic h a e l J .  De C o n c in i.

2 0 Exhibit MJ D-4 is  a  Coordina tion of Ope ra tions  Re port a nd is  s ubm itte d in  th is  docke t purs ua nt to

2 1 De cis ion No. 66028 (J uly 3, 2003).

2 2

23

2 4

25

2 6

2 7

By
Michael W. Pa tten
J . Matthew Ders tine
One Arizona Center
400 Eas t Van Buren Street, Suite 800
Phoenix, Arizona  85004







r

Lubin & Enoch, PC
349 North Fourth Avenue
Phoenix, Arizona 85003

Peter Q. Nyce, Jr
Genera l Attorney-Regula tory Office
Department of the  Army
901 North Stuart Street
Arlington, Virginia  22203

Dan Neidlinger
Neidlinger & Associa tes
3020 North 17*" Drive
Phoenix, Arizona 85015

Danie l D. Haws
OS J A, Atm: Arzs -J AD
USA Inte lligence  Center
Ft Huachuca, Arizona 85613

Lawrence Robertson
p. O. Box 1448
Tubac, AZ 85646

Da vid Be rry
Western Resource Advocates
p. o. Box 1064
Scottsdale, Arizona 85252

Eric Guidry
Western Resource Advocates
2260 Baseline Road, Suite 200
Boulder, Colorado 80302

Robe rt J . Me tli
Sne ll & Wilme r LLP
One Arizona Center
400 East Van Buren
Phoenix, AZ 85004

Thomas Mum aw
Barbara  A. Klemstine
Bria n Brumtie ld
Arizona Public Service  Company
P. O. Box 53999, Station 9708
Phoenix, Arizona 85072

Greg Patterson
Arizona  Competitive  Power Alliance
916 West Adams, Suite 3
Phoenix, Arizona 85007

4

1

2

3

4

5

6

7

10

11

12

U
-1
n..
2?
nr:

E
an

QS 1 3

"SSS

88
8o 8

14

Ra.

5'
E
Q

8
=m
o

15

Hz

8
I-IJ

898
é~f>°°°
go ~n

88"529° N
8

I
83888

93 H

§
<1- 16

17

18

19

20

21

22

23

24

25

26

27

9

8





EXHIBIT

MJD-4



Exhibit MJD-4

Coordination of Operations Report

Docket No. E-01933A_07-0402

Tu c s o n  Ele c tric  P o we r Co m p a n y

a n d

UNS  Ele c tr ic , In c . - S a n ta  Cru z Op e ra tio n s

October 5, 2007



Table  of Contents

1. Purpose  of Report .

11. Overview U .1

111. Implementa tion and P lanned Integra tion

Iv. Cost Savings/Economies of Scale .~ ~.7

v. Conclus ion

..2

.8

. 1



.. Pur99se9fReuart .

On July 3, 2003, the  Arizona  Corpora tion Commiss ion ("Commiss ion") is sue d De cis ion
No. 66028, which a pprove d, a mong othe r things , the  tra ns fe r of Citize ns  Communica tions
Compa ny's  ("Citize ns ") Arizona  e le ctric a s s e ts  to UniS ource  Ene rgy Corpora tion ("UniS ource
Ene rgy"). The  ne w e ntity, UNS  Ele ctric, Inc. ("UNS  Ele ctric") s e rve s  cus tome rs  in S a nta  Cruz
County and in Mohave  County. In tha t Decis ion, the  Commiss ion orde red Tucson Electric Power
Compa ny ("TEP ") to s ubmit a  fe a s ibility s tudy a nd cons olida tion pla n or, in the  a lte rna tive , a
pla n for the  coordina tion of ope ra tions  of TEP  with  UNS  Ele c t's  ope ra tions  in  S a nta  Cruz
County.

Cons olida tion of the  S a nta  Cruz County ope ra tions  with  the  TEP  ope ra tions  is  not
e conomica lly fe a s ible  due  to TEP 's  two-county bond fina ncing. A prima ry re quire me nt of the
two-county bond fina ncing is  tha t the  u tility u tiliz ing  th is  fina ncing me cha nis m ca n s e rve
cus tome rs  in no more  tha n two countie s  (for TEP , thos e  countie s  a re  P ima  a nd Cochis e ). To
extend se rvice  beyond two counties  would inva lida te  tha t financing and add a  s ignificant amount
of a lte rna tive  fina ncing cos ts  for TEP . The re fore , TEP  a nd UNS  Ele ctric (colle ctive ly re fe rre d
to  a s  the  "Compa nie s ") ha ve  ide ntifie d  a nd  a na lyze d  a re a s  whe re  the  ope ra tions  of the
Compa nie s  could be  coordina te d. This  re port ide ntifie s  the  imple me nta tion a nd inte gra tion tha t
ha s  occurre d to-da te , a nd future  a nticipa te d e fforts . This  e ffort is  a n on-going proce ss  tha t will
continue  into the  foreseeable  future .

11. Overview

A. Co o rd in a tio n  Effo rt

Eve n be fore  the  a cquis ition of the  Citize ns ' Arizona  ga s  a nd e le ctric prope rtie s  wa s
fina lize d , TEP  ha d be gun to  a na lyze  how to  in te gra te  the  Compa nie s  a nd to  ide ntify the
prioritie s . Be ca us e  of its  proximity to TEP 's  s e rvice  te rritory, a tte ntion wa s  focus e d on the
synergies  tha t could be  developed to benefit the  customers in the  Santa  Cruz service  temltory.

In pe rforming the  a na lys is , the  Compa nie s focused on pote ntia l improve me nts  in two
ma jor a re a s : (1) incre a s e d re lia bility, a nd (2) improve d cus tome r s e rvice  for the  S a nta  Cruz
se rvice  a re a . Be ca use  the  Compa nie s  ha ve  a n obliga tion to the ir cus tome rs  to provide  re lia ble
e le ctric s e rvice , this  wa s  a  priority. All of the  changes tha t have  been implemented we re  made
to improve  bus ine s s  e fficie ncy and provide  e ithe r a  direct or indirect bene fit to cus tomers .

The  Compa nie s  ha ve  combine d e fforts  to ide ntify opportunitie s  for incre a se d bus ine s s
e ffic ie nc ie s  by ma ximiz ing  huma n  a nd  ma te ria l re s ource s . The  goa ls  fo r in te g ra tion  o f
operations include :

Incre a s ing re lia bility for UNS Ele ctric's  sys te m in Sa nta  Cnlz County;

Imple me nting cons is te nt proce sse s , policie s , re gula tory filings  a nd pe rforma nce
standards;

Centra lizing communica tion, contract coordina tion and invoicing,

Merging prob ects and project management;

Utilizing cons truction "be s t pra ctice s ",
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Qreatingeconomies ofscalein pmchasM& m n w and contracting

Expanding technologies and systems

Consolidating control operations and system planning and design

Combining work force functions

Improving budget planning; and

Planning for generation additions and operational improvements

Consolidation v. Coordination
Impact of Two-County Bond Refinancing

TEP has  $359 million of two-county (loca l furnishing) tax-exempt bonds  outs tanding, a s
we ll a s  $31 million of two-county de bt re ma ining unde r the  long-te rm le a s e  for S undt Unit 4
The  we ighted ave rage  cos t of these  debt obliga tions  a t September 30, 2007 was  approxima te ly
5.0%. Additiona lly, TEP  re purcha se d $221 million of loca l furnishing bonds  in 2005 which ma y
be  re issued or re financed a t a  la te r da te . If these  bonds were  to lose  the ir tax-exempt s ta tus , TEP
would be  forced to redeem a ll of the  two-county debt obliga tions  currently outs tanding and TEP
would lose  its  ability to re issue  $221 million of two-county bonds  on a  tax-exempt bas is

A re fina ncing of the  e ntire  $390 million principa l a mount of two-county de bt obliga tions
would re quire  TEP  to is sue  a  like  a mount of ta xa ble  corpora te  bonds . Assuming TEP  would be
a ble  to ma rke t a nd s e ll ta xa ble  bonds  in this  a mount. the  one -time  is s ua nce  cos ts  would be
a pproxima te ly $6 million (e s tima te d a t 1.5% of pa r va lue ). The  incre a s e  in a nnua l inte re s t
expense  would depend on the  inte res t ra te  spread be tween the  newly issued taxable  bonds  and
the  existing tax-exempt bonds. If new taxable  bonds are  issued a t an estimated interest ra te  of 6%
to 7%, the  e s tima te d inte re s t ra te  spre a d would be  a pproxima te ly 1% to 2% on the  e ntire  $390
million principa l a mount. S uch a  re fina ncing would incre a s e  TEP 's  inte re s t e xpe ns e  by $4
million to $8 million pe r ye a r. Additiona lly, s ince  TEP  would be  force d to re tire  the  $221 million
of two-county bonds  re purcha se d in 2005, TEP  would incur highe r fina ncing cos ts  in the  future
e s tima ted a t $2 million to $4 million pe r yea r

Cle a rly, the re  a re  subs ta ntia l one -time  cos ts  a nd a nnua lly re curring cos ts  tha t would be
incurred by TEP if TEP 's  two-county bonds  were  to lose  the ir tax-exempt s ta tus . For this  reason
the  Compa nie s  de te rmine d tha t the  coordina tion of ope ra tions , ra the r tha n the  consolida tion of
the  Companies, was the  most prudent approach

111. Implementation and Planned Integration

Re lia b ility

In a na lyzing the  Sa nta  Cruz County e le ctric ope ra tions , it wa s  cle a r tha t re lia bility wa s
a n importa nt conce rn. The  cus tome rs  in S a nta  Cruz County ha d e xpe rie nce d a n e xtra ordina ry
numbe r of outa ge s  during the  la te  1990s , unde r the  pre de ce s s or compa ny. The  Compa nie s
ide ntifie d a  numbe r of improve me nts  tha t could be  ma de  to e nsure  gre a te r re lia bility for S a nta
Cruz customers
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distribution system. These improvements are aimed at improving reliability, and in those
circumstances where there is a power outage, reducing the time necessary to restore service to
customers. In addition, TEP transferred the operational control of the Santa Cruz system to its
system control room in Tucson to further enhance the value of these improvements. In
conjunction with this transfer, the Companies incorporated remote start capability for the
turbines in the TEP system control room.

UNS Ele ctric ha d thre e  turbine s  loca te d a t the  Va le ncia  Subs ta tion upon the  tra ns fe r to
UniSource  Ene rgy. In 2006, a  fourth turbine  wa s  pla ce d into se rvice  a t this  s ite . The se  turbine s
a re  u s e d  to  me e t the  ma jo rity o f the  loa d  re qu ire me n ts  du ring  time s  whe n  the  115  kV
transmiss ion line  is  unava ilable , during low voltage  conditions  and when the  115 kV transmiss ion
is  unable  to support the  tota l Santa  Cruz load requirement. His torica lly, these  turbines  have  been
s ta rted manua lly by Santa  Cruz ope ra ting pe rsonne l in Noga le s . TEP implemented remote -s ta rt
ca pa bility from TEP 's  s ys te m control ce nte r in Tucs on, which s ignifica ntly s horte ne d the  time
needed to res tore  power to Nogales  in the  event of the  loss  of the  115 kV transmiss ion line .

In addition, TEP incorpora ted the  Santa  Cruz system into its  Energy Management System
("EMS ") s o TEP  ca n ope ra te  the  tra ns mis s ion a nd dis tribution s ys te m. TEP  a ls o be ca me  the
inte rfa ce  with the  We s te rn Are a  P owe r Adminis tra tion ("We s te rn") for the  S a nta  Cruz s e rvice
a rea . These  changes  have  provided an improved leve l of power re s tora tion, which has  improved
re liability and benefited cus tomers .

To corre ct low volta ge  proble ms , 25 s hunt ca pa citors  we re  ins ta lle d in the  2004 time
frame  and additiona l capacitors  have  subsequently been ins ta lled on the  Santa  Cruz dis tribution
sys te m. The  improve me nt in volta ge  re duce d the  ne e d to run the  Va le ncia  turbine s  during high
load pe riods .

TEP 's  Ca noa  S ubs ta tion is  loca te d a pproxima te ly five  mile s  from the  UNS  Ele ctric
Ka ntor S ubs ta tion. If UNS  Ele ctric los e s  the  115 kV tra ns mis s ion s ys te m, the re  is  s ufficie nt
ca pa city a t Ca noe  to  inte rconne ct a nd ca rry some o f th e  lo a d  o n  th e  Ka n to r a nd Ca ne z
Subs ta tions . Howeve r, the  use  of this  a lte rna tive  is  limited because  TEP  is  re s tricted by its  two-
county fina ncing to  only provide  s e rvice  in  the  two countie s  it s e rve s , a bs e nt e me rge ncy
circums ta nce s . The re fore , this  inte rconne ction ca n only be  use d during e me rge ncy conditions .
De spite  this  limita tion, the  Compa nie s  de te rmine d tha t such a n inte rconne ction is  importa nt for
re liability purposes . The  Companies  constructed a  46 kV tie  line  be tween TEP's  Canoa  Substa tion
and UNS Electric's  Kantor Subs ta tion in 2004 to provide  support to UNS Electric in the  event of
an emergency.

TEP purchased a mobile transformer in 2006 which was designed and constructed to
accommodate the differing transmission voltages of the Santa Cruz and Tucson area systems.
This transformer was used at the Valencia Substation in 2007 in conjunction with construction
activities related to modifications to that Substation. UNS Electric pays a cost based service fee
to TEP when the TEP mobile transformer is required in its service territory.

TEP has  provided extensive  planning and engineering support to UNS Electric a t both the
dis tribution a nd tra ns mis s ion le ve l. For S a nta  Cruz, TEP  pla nning a nd e ngine e ring ha s  be e n
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conve rs ion of the  e xis ting line  to Noga le s  from 115 kV to 138 kV a s  we ll a s  a lte ring its  source
fe e d from the  We s te rn 115 kV s ys te m to TEP 's  138 kV/345 kV s ys te m. This  conve rs ion will
incre a se  the  ca pa bility of the  line  to s e rve  loa d into the  future . Additiona l e fforts  with We s te rn
ha ve  re sulte d in the  conve rs ion from point-to-point tra nsmis s ion se rvice  in the  Moha ve  a re a  to
ne twork se rvice . This  cha nge  ha s  e limina te d a  contra ct limita tion for s e rving a dditiona l loa d in
the  Mohave  region and reduced transmiss ion costs  for UNS Electric.

The  Companie s  previous ly provided the  Commiss ion with de ta iled informa tion rega rding
the  integra tion of ope ra tions  for purposes  of re liability in Santa  Cruz County. See  "Supplementa l
Information to Response  to Commission Questions and Updated Outage  Response  Plan for Santa
Cruz County," (file d with the  Commiss ion on April 30, 2004 a nd a n e rra ta  file d on Ma y 3, 2004)

B. Softwa re

In today's business climate, software plays a major role in daily business operational
efficiency. A new customer information system, Cordaptics, was implemented for storing and
retrieving both TEP and UNS Electric customer information. TEP's MPH maintenance software,
which is used for substations, proactively addresses system maintenance needs and has been
integrated into the Santa Cruz County operating system. This enables a continuous monitoring of
system maintenance needs, heading off potential problems by keeping system maintenance up to
date and alerting personnel of system maintenance requirements in advance.

TEP 's  Outa ge  Ma na ge me nt S ys te m ("OMS ") ha s  the  ca pa bility to de te ct for the  S a nta
Cruz se rvice  a rea  the  cause  of cus tomer outages  based on cus tomer ca lls  and its  ability to trace
ba ck to a  common point of fa ilure  from those  ca lls . This  sys te m ha s  he lpe d TEP  pe rsonne l to
ma na ge  d is tribution  outa ge s  e fficie ntly through be tte r outa ge  tra cking, prioritiza tion  a nd
improve d dispa tch time . The  Compa nie s  conve rte d the  S a nta  Cruz dis tribution ma ps  to TEP 's
Geographic Informa tion Sys tem ("GIS") and ins ta lled the  OMS for the  Santa  Cruz se rvice  a rea .
This  has  resulted in improvements  in res tora tion time  due  to enhanced de tection capability of the
OMS and the  ability to manage  outages  from TEP 's  control room. S imila r conve rs ions  a re  be ing
studied for the  Mohave  a rea .

TEP 's  Loa d Fore ca s ting group is  now de ve loping the  UNS  Ele ctric re ta il loa d fore ca s t
for UNS  Ele ctric ope ra tions . This motion was  previous ly outsourced to a  diird-pa rty. Furthe r
work is  be ing pe rformed by TEP 's  Financia l P lanning group for short- and long-te rm forecas ting
a nd budge ting. TEP 's  Supply-S ide  P la nning group ha s  de ve lope d sys te m mode ls  in PROMOD
a nd S tra te gis t for UNS  Ele ctric 's  ope ra tions . The s e  mode ls  ha ve  be e n utilize d whe n UNS
Ele ctric is sue d Re que s ts  for P roposa ls  for purcha se d powe r in a nticipa tion of the  e xpira tion of
UNS  Ele ctrllc 's  curre n t a ll-re quire me nts  contra ct. Both  TEP 's  S upply-S ide  P la nning  a nd
Tra ns mis s ion P la nning groups  a re  coordina ting the ir e fforts  to e va lua te  UNS  Ele ctric's  long-
te rm sys te m ne e ds  for both tra nsmis s ion a nd ge ne ra tion. TEP  Dis tribution Control is  curre ntly
pe rforming the  pla nne d switching a t the  Sa nta  Cruz subs ta tions . P re vious ly, the  switching wa s
pe rformed by UNS Electric pe rsonne l in the  Kingman dispa tch office .
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A continuous  flow of curre nt informa tion is  critica l for a ll bus ine s s  e nde a vors . For tha t
re a s on, te le phone  communica tions  ha ve  be e n upgra de d us ing fibe r optics  to e nha nce  dire ct
communica tions  be twe e n TEP  a nd S a nta  Cruz ope ra tions . Vide o confe re ncing a t multiple
loca tions  ha s  be e n imple me nte d to improve  communica tions  be twe e n TEP  a nd UNS  Ele ctric's
opera tions , which e limina tes  or reduces  trave l time  needed for "face-to-face" mee tings .

Anothe r a spe ct of communica tion is  the  inte rconne cte d infra s tructure  for Control Are a
Ope ra tions  inc lud ing  p rovid ing  a de qua te  ba ndwid th  fo r S upe rvis o ry Con tro l a nd  Da ta
Acquis ition ("S CADA"), da ta  re trie va l, including ra dio, te le phone  a nd informa tion te chnology
applica tions . A new radio sys tem has  been implemented in the  Santa  Cruz a rea  and the  Gold Hill
radio repea te r s ite  was  cons tructed. This  radio sys tem is  compa tible  with TEP 's  sys tem and has
improved radio coverage  in the  Santa  Cruz area . TEP a lso purchased two radio repea ter s ites  and
ha s  upgra de d its  microwa ve  sys te m to provide  high spe e d communica tions  be twe e n Noga le s ,
Tucson a nd Kinsma n. The  ope ra ting a nd informa tion te chnology groups  ha ve  be ne fite d from
this  upgrade .

D. Customer Service

S ince  J a nua ry 5, 2004, the  TEP  Cus tome r Ca re  Ce nte r ha s  be e n ha ndling a ll inbound
phone  activity for the  Santa  Cruz e lectric ope ra tions . By routing a ll ca lls  through the  centra lized
ca ll cente r, the  Companies  have  improved the  ca ll volume  capacity, increased cus tomer se rvice
repre senta tive  ava ilability, extended hours  of ava ilability to cus tomers  to 12 hours  pe r bus ine ss
day and provided a  more  cons is tent applica tion of cus tomer se rvice  policie s . An e ffort has  been
made  to improve  communica tions  with the  Santa  Cruz cus tomers . Bill messages  and bill inse rts
have  been subs tantia lly improved through the  support of the  Corpora te  Communica tions  group.
TEP  be ga n ma king outbound courte s y ca lls  to  S a nta  Cruz cus tome rs  in  Fe brua ry 2004.
Outbound ca lls  a re  p la ce d  to  de linque nt cus tome rs  to  a dvis e  the m of the  s ta tus  of the ir
de linquent account, remind customers  to make  payments , inform customers  of payment loca tions
a nd provide  pa yme nt option informa tion. The  goa l is  to a void s itua tions  tha t might re s ult in
customers being disconnected.

In March 2004, the  Companie s  e s tablished procedure s  cons is tent with TEP 's  procedure
for a fte r-hours  reconnect requests  in the  Santa  Cruz se rvice  temltory. S ince  April 1, 2004, a  work
tra cking me cha nism ha s  be e n imple me nte d in the  Noga le s  office . Its  purpose  is  to tra ck work
units  for inclus ion in cus tomer se rvice  reporting.

The  TEP  Comme rcia l Cus tome r Ca re  group ha s  incorpora te d  S a nta  Cruz s e rvice
cus tomer ca re  re spons ibilitie s  for UNS Electric's  la rge  cus tomers  loca ted in Santa  Cruz into the ir
curre nt job re s pons ibilitie s , without a dditiona l s ta ff The  te a m is  e nde a voring to incre a s e  the
le ve l of pe rsona lize d se rvice  to individua l cus tome rs  a nd comme rcia l a s socia tions , ide ntify a nd
standardize  policies to crea te  consistency across UniSource  Energy subsidiaries, and reduce  cost.

To date, assumed duties have included assisting large customers with operational issues
and rate analysis, meeting with government and commercial organizations to explain the
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Low-Income , Demand-S ide  Management and Renewable  Ene rgy program planning and
adminis tra tion have  been centra lized and improved for the  benefit of UNS Electric cus tomers .

E. Land Management

The  TEP  P ublic  Improve me nt group  is  coord ina ting  a ll S a nta  Cruz County public
improve me nt proje cts . This  include s  ce ntra lizing a ll communica tion, contra ct coordina tion a nd
invoicing . This  re a lloca tion  of workloa d  de cre a s e s  the  ne e d  for ove rtime  by S a nta  Cruz
opera tions  pe rsonne l. This  provides  an opportunity for Santa Cruz personne l to focus more  on the
des ign and cons truction of public improvements , sys tem re inforcement and new bus ine ss . This
e ffort a lso provide s  for incre a se d opportunitie s  to work with gove rnme nta l a ge ncie s  involve d in
these  projects , reducing conflicts  during the  design phase .

In a ddition, TEP 's  La nd De pa rtme nt provide s  a dminis tra tive  ove rs ight for line  e xte ns ion
agreements , a ss is ts  with land acquis itions , pe rmitting, re -zonings  and othe r right-of-way re la ted
e fforts  for the  UNS  Ele ctric  S a nta  Cruz ope ra tions . TEP  will a ls o  pe rform the  ne ce s s a ry
e nvironme nta l pe rmitting to comply with the  Na tiona l Environme nta l P olicy Act a nd s ta te  a nd
loca l la ws . The  te chnica l e xpe rtis e  a nd work e ffort provide d by TEP  re duce s  or e limina te s  the
need for additiona l s ta ff or consultants  in Santa  Cruz County.

F . Fle e t Ma na ge me nt

TEP is  coordina ting the  purchase  of new equipment for the  Santa  Cruz ope ra tions . This
include s  writing spe cifica tions , bidding the  e quipme nt to ve ndors  a nd pla cing the  e quipme nt in
s e rvice . In a ddition, TEP  Fle e t S e rvice s  is  ha ndling a ll ve hicle  re gis tra tion re ne wa ls  a nd a ny
associa ted functions . The  Santa  Cruz flee t is  utilizing the  Wright Express  Fue l sys tem for a ll off-
s ite  fue ling. TEP  coordina te s  the  Wright Expre s s  fue ling ca rds  a nd invoice s , a nd tra cks  fue l
usage  in the  TEP fue l system.

A new asse t management sys tem was  ins ta lled and is  used to track informa tion for TEP
a nd UNS  Ele ctric. Ma jor e quipme nt re pa irs  a re  done  a t the  TEP  a utomotive  shop a nd s e rvice
ca lls  to fie ld crews  a re  dispa tched Boy Tucson as needed.

G. Environmental Issue Administration

S ince  the  a cqu is ition  o f Citize ns  by UniS ource  Ene rgy, TEP  ha s  coord ina te d  a ll
e nviromne nta l complia nce  obliga tions  for UNS  Ele ctric. TEP  a pplie s  for a nd ne gotia te s  a ll
e nvironme nta l pe rmits  re quire d by UNS  Ele ctric, including the  pe rmits  re quire d for the  turbine
a dditions  a t the  Va le ncia  P owe r P la nt a nd the  Bla ck Mounta in Ge ne ra ting S ta tion. TEP  a ls o
pla nne d for a nd ma na ge d die  upgra de  of e miss ion monitoring e quipme nt for the  UNS  Ele ctrllc
Va le ncia  turbine s . TEP  pre pa re s  a nd submits  re ports  to loca l, s ta te  a nd fe de ra l e nvironme nta l
a ge ncie s  re quire d by re gula tion or pe rmit, a nd de ve lops  pra ctice s  to e ns ure  e nvironme nta l
complia nce . TEP  a rra nge s  for dis pos a l of a ll re gula te d wa s te  ge ne ra te d by UNS  Ele ctric a nd
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c u r r e n t l y  b e ing  c o nd uc t e d  und e r  t he  A r i z o na  D e p a r t m e nt  o f  E nv i r o nm e nt a l  Q ua l i t y ' s
("ADEQ's") Voluntary Remediat ion Program.

H. Standardization Efforts

The  Compa nie s  re cognize  tha t s ta nda rdiza tion of proce s s e s  a nd cros s -tra ining of
pe rsonne l will re sult in a  more  e ffective  work force  tha t can address  outages  and emergencies  in
an efficient manner. Therefore , these  issues are  being addressed in a  number of ways.

A plan for cross -tra ining of TEP  and the  UNS Electric Santa  Cruz County pe rsonne l ha s
been implemented for the  Control Area  Opera tions  and Support Technology areas. Cross -tra ining
of TEP  a nd UNS Ele ctric pe rsonne l on e le ctric me te ring proce sse s  a nd a  compa rison of wiring
standards and other processes has been completed.

High priority ope ra ting procedure s , ma te ria ls  and me te ring have  been s tanda rdized. For
e xa mple , UNS  Ele ctric ha s  a dopte d TEP 's  Outa ge  Notifica tion P roce dure . In a ddition, the
Companie s  a re  in the  process  of deve loping uniform cons truction s tanda rds  and des ign crite ria .
Regula rly scheduled mee tings  a re  he ld with representa tives  from the  Companies  to discuss  "best
pra ctice s" a nd de ve lop standards tha t will provide  for cons is te nt work, cons truction a nd s a fe ty
practice s . In addition, uniform cons truction s tanda rds  and des ign crite ria  provide  an opportunity
for cost savings .

The  Compa nie s  a re  a ls o in the  initia l s ta ge s  of de ve loping uniform proce dure s  a nd
s ta n d a rd s  to  co mp ly with  co rp o ra te  s ta n d a rd s ,  Fe d e ra l Co mmu n ica tio n s  Co mmis s io n
requirements  and the  1996 Te lecommunica tions  Act for third-pa rty a ttaclnnents  to e lectric poles .
The  goa l is  to provide  centra liza tion for s tanda rdiza tion and review of contracts  and applica tion
procedures , deve lopment of a ttachment ra te s , cons is tency in notifica tion of procedura l changes
and the  coordina tion of facilitie s  audits .

Iv . Cost Savings/Economies of Scale

Some improvements that should provide savings include reducing the purchase of  non-
s t anda rd  m a t e r ia ls ,  r educ ing  purc has ing  ac t i v i t y  f r om  m ul t ip le  vendo rs  and  inc reas ing

purchasing vo lum e.  For  exam ple ,  the  Mater ia ls Managem ent  Depar tm ent  has st ream lined
purchasing by opt im iz ing purchase order processes. By consolidat ing orders and purchasing

m ete rs  and  t ransf o rm ers f rom  a  s ing le  vendor ,  cost  sav ings should  be  recognized .  The
Companies are holding on-going ad-hoc meet ings to review common mater ia ls to determine

where further cost savings might be realized.

It is  a lso anticipa ted tha t the  sha ring of pe rsonne l re sources  should provide  cos t savings .
TEP enginee rs  will review re lay coordina tion s tudies  and project orde rs  tha t had previous ly been
outs ource d to e ngine e ring firms  which will provide  cos t s a vings  for UNS  Ele ctric. The  us e  of
TEP  pe rs onne l, ins te a d of outs ide  contra ctors , to provide  s ubs ta tion la nds ca ping is  a nothe r
opportunity to  cut cos ts . In  a ddition, the  utiliza tion of TEP 's  informa tion te chnology ("IT")
computer support center reduces IT costs  for Santa  Cruz County.
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As  th is  Re port ind ica te s , TEP  a nd  UNS  Ele ctric  ha ve  ma de  s ubs ta n tia l e fforts  to
coordina te  the  ope ra tions  of the  Compa nie s  to improve  the  re lia bility of die  s ys te m a nd to
imple me nt bus ine s s  e fficie ncie s . Ea ch of the s e  improve me nts  will be ne fit cus tome rs  e ithe r
directly or indirectly. The  Companie s  will continue  to identify, ana lyze  and implement processe s
tha t will fa cilita te  e ffic ie ncie s  a nd  good bus ine s s  pra ctice s . The  e ffort to  coord ina te  the
opera tions  is  an on-going e ffort tha t will continue  into the  foreseeable  future .
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